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PROGRAM FOR AUDIT 
OF 
FINANCIAL RECORDS 
OF 
MICHIGAN SCHOOL 
DISTRICTS 
P L E A S E N O T E 
This insert has been bound as a separate 
booklet. To remove it f rom the m a g a z i n e 
take out the center staple only. 
Audits of Michigan School Districts 
The passage of Act 229 of the 
Public Acts of 19 53 introduced some 
new requirements for auditing Mich­
igan school districts in connection 
with the distribution of State aid 
funds. The requirements concern 
audits of child accounting records 
and audits of financial records—both 
of which will affect the public ac­
counting profession. 
Child accounting records are to be 
audited under rules and regulations 
of the Superintendent of Public In­
struction in consultation with the 
Auditor General by county school 
superintendents, except in those 
school districts employing a certified 
public accountant for a financial 
audit and desiring to include child 
accounting in that audit. The ex­
tent to which this requirement will 
involve C. P. A.'s cannot be deter­
mined at this time, but it is certain 
that some districts will want to en­
gage the services of the profession. 
The requirements for auditing the 
financial records of school districts 
are fourfold: 
(1) Audits are required annually 
beginning with transactions on July 
1, 1953. 
(2) School districts having re­
ceipts of $100,000 or more for gen­
eral operations annually are to be 
audited by a C. P. A. unless the dis­
trict shall present evidence to the 
Superintendent of Public Instruction 
that this is not practical or possible, 
in which case the Superintendent of 
Public Instruction shall authorize 
the county superintendent of schools 
to conduct the audit. 
(3) All other school districts 
shall be audited by the county su­
perintendent of schools. 
(4) All audits shall be submitted 
to the county superintendent of 
schools by January 1 of the calendar 
year following the close of the fiscal 
year. 
It is estimated by the office of the 
Superintendent of Public Instruction 
that 700 to 1,000 school districts will 
qualify for annual audits by certified 
public accountants and that between 
200 and 300 of these districts pres­
ently engage accountants. This 
means that 500 to 700 additional 
school districts will be audited by 
C. P. A.'s for the fiscal year ending 
June 30, 1954. 
Programs for both types of audits 
have been prepared by the Superin­
tendent of Public Instruction in col­
laboration with the Auditor General 
together with the rules and regula­
tions for computing memberships for 
full-time and part-time pupils (Bul­
letin No. 1005). Copies of the pro-' 
gram for the audit of financial rec­
ords may be obtained from the Office 
of the Superintendent of Public In­
struction, Lansing, Michigan, for a 
nominal charge. However, the pro­
gram for auditing child accounting 
records and Bulletin No. 1005 have 
not as yet been finalized at this writ­
ing. If called upon to audit child 
accounting records, the members 
should contact either the Superin­
tendent's office or the county super­
intendent of schools for information 
regarding these documents. 
The program for auditing financial 
records has been fully reproduced in 
this publication for the benefit of 
those members who will be partici­
pating in this work. 
JOHN E. MAJOR, 
Chairman, 
Accounting and Auditing 
Procedure Committee 
PROGRAM FOR AUDIT OF FINANCIAL RECORDS 
Program for Audit of 
Financial Records 
of 
Michigan School Districts 
I. INTRODUCTION 
The program outlined in the follow­
ing pages explains the more impor­
tant and usual basic procedures for 
the guidance of County Superintend­
ents of Schools and certified public ac­
countants who will be conducting 
audits of Michigan school districts as 
required by Section 3 7 of Act No. 22 9 
of the Public Acts of 19 53. This pro-
gram, however, is not meant to be 
all inclusive or to be used as a sub­
stitute for the individual initiative 
and judgment of the persons con­
ducting the audits. The conditions 
encountered in the examination of 
the books and records of Michigan 
school districts will vary to such an 
extent that each audit should be 
made to fit the particular circum­
stances. It is probable that condi­
tions encountered in the smaller dis­
tricts will be such as to make some 
of the procedures outlined here in­
applicable. 
Michigan school districts' financial 
accounts should be classified by funds 
with separate records being main­
tained for each fund as follows: 
General Fund—All collections by 
the district that are not specifically 
designated for Building and Site or 
Debt Retirement purposes. 
Building and Site Fund—All tax 
revenues raised specifically for Build­
ing and Site purposes, grants and 
gifts for buildings, and amounts re­
ceived from building insurance set­
tlements. 
Debt Retirement Fund — All tax 
revenues raised for the purpose of 
paying the interest and principal of 
the bonded debt of the district. 
Receipts to be credited to each 
fund and disbursements to be made 
from each fund are subject to many 
statutory directions. Such directions 
may be found by reference to Bul­
letin No. 1022, "Finance Accounting 
for Michigan School Districts", pub­
lished by the Superintendent of Pub­
lic Instruction, and "General School 
Laws", published by the Secretary of 
State. Both of these documents are 
available for reference purposes in 
the office of the local school officials 
or county superintendent of schools. 
Although the foregoing funds are 
minimum requirements under the 
Michigan School Code, it may be de­
sirable to maintain other funds, such 
as general bonded debt funds, for 
the convenience and information of 
the local board of education. 
Sampling or test-checking ac­
counting entries is a well-established 
custom in the auditing profession 
and will be recognized as acceptable 
procedure on school audits. How­
ever, the extent to which the auditor 
may rely on test-checking will, in 
general, depend upon the effective­
ness of the system of internal con­
trol. If the auditor finds that inter­
nal control is weak in some or all re­
spects, or is not properly or complete­
ly functioning, he should not only 
make a more extensive verification 
but he should also make such rec­
ommendation as appear to be practic­
able and necessary to strengthen, im­
prove or simplify the existing sys­
tem. In making such recommenda­
tions, the auditor should be careful 
to see that they will not be at vari­
ance with statutory requirements 
and regulations. 
Each section of the following pro­
gram is preceded with a series of 
questions which should be used only 
as guides to important points which 
should be considered in making a 
review of the system of internal con­
trol as a basis for determining the 
scope of the examination. The ques­
tions should also assist in determin-
iv 
O F M I C H I G A N S C H O O L D I S T R I C T S v 
i n g w h e t h e r t h e a c c o u n t i n g p r o c e d -
d u r e s c o m p l y w i t h s t a t u t o r y r e q u i r e ­
m e n t s a n d g o o d b u s i n e s s p r a c t i c e . 
I I . P R E L I M I N A R Y A N D 
G E N E R A L 
B e f o r e s t a r t i n g a s c h o o l d i s t r i c t 
a u d i t , t h e a u d i t o r s h o u l d t h o r o u g h l y 
f a m i l i a r i z e h i m s e l f w i t h t h e G e n ­
e r a l S c h o o l L a w s w h i c h g o v e r n t h e 
o p e r a t i o n of t h e c l a s s of s c h o o l d i s ­
t r i c t s t o b e a u d i t e d . H e s h o u l d a l s o 
f u l l y u n d e r s t a n d t h e o v e r a l l a c t i v ­
i t i e s of t h e d i s t r i c t a n d i n t h i s r e ­
g a r d h e s h o u l d i n f o r m h i m s e l f o n 
t h e f o l l o w i n g : 
( a ) t h e l o c a t i o n a n d o r g a n i z a t i o n 
of t h e d i s t r i c t a n d i t s of f icers . 
( b ) t h e a u t h o r i z e d s a l a r i e s o r 
o t h e r c o m p e n s a t i o n of t h e off icers 
a n d p e r s o n n e l . 
( c ) t h e n a m e s a n d n u m b e r of, a n d 
t h e a u t h o r i z e d t u i t i o n a n d t r a n s p o r ­
t a t i o n c h a r g e s f o r , c h i l d r e n s e n t t o 
o r r e c e i v e d f r o m o t h e r s c h o o l s . 
( d ) t h e e x t e n t a n d k i n d of s t u ­
d e n t b o d y o r o t h e r i n t e r n a l s c h o o l 
a c t i v i t i e s , ( a s w e l l a s official d i s t r i c t 
a c t i v i t i e s ) c a r r i e d o n b y o r i n t h e 
s c h o o l ; t h e s e a c t i v i t i e s i n c l u d e s u c h 
t h i n g s a s c l a s s d u e s a n d f u n c t i o n s , 
s c h o o l l u n c h p r o g r a m s , a d u l t e d u c a ­
t i o n c l a s s e s , a t h l e t i c a c t i v i t i e s , b o o k 
s a l e s , e t c . 
M i n u t e s of t h e s c h o o l b o a r d s h o u l d 
b e r e v i e w e d a n d n o t e s m a d e of b o a r d 
a c t i o n s p e r t a i n i n g t o t h e p e r i o d u n ­
d e r r e v i e w . I n t h i s c o n n e c t i o n i t 
s h o u l d b e n o t e d w h e t h e r r e g u l a r 
m e e t i n g s a r e h e l d a n d if f o r m a l m i n ­
u t e s a r e p r e p a r e d a n d s i g n e d f o r a l l 
b o a r d m e e t i n g s s h o w i n g a c t i o n s t a k ­
e n , a t t e n d a n c e of m e m b e r s , e t c . 
T h e c o r r e s p o n d e n c e file w i t h t h e 
S t a t e D e p a r t m e n t of P u b l i c I n s t r u c ­
t i o n s h o u l d b e r e v i e w e d a n d n o t a ­
t i o n s m a d e c o n c e r n i n g m a t t e r s p e r ­
t i n e n t t o t h e a u d i t . I n q u i r y s h o u l d 
a l s o b e m a d e t o d e t e r m i n e w h e t h e r 
a n y s p e c i a l a u d i t s o r i n v e s t i g a t i o n s 
of s c h o o l a c t i v i t i e s o r t r a n s a c t i o n s 
h a v e b e e n m a d e w h i c h w o u l d a f fec t 
t h e c o n d u c t of t h e a u d i t . 
A s e p a r a t e a n d c o m p l e t e s e t of 
a c c o u n t i n g r e c o r d s s h o u l d b e e s t a b -
l i s h e d fo r e a c h f u n d a n d w o r k i n g 
t r i a l b a l a n c e s of t h e a c c o u n t s s h o u l d 
b e p r e p a r e d s h o w i n g b o t h t h e o p e n ­
i n g a n d c l o s i n g b a l a n c e s . T h e b a s i s 
of a c c o u n t i n g , ( i . e . , c a s h , a c c r u a l o r 
a c o m b i n a t i o n of b o t h ) s h o u l d b e 
a s c e r t a i n e d a s t o e a c h f u n d , a n d if 
t h e a u d i t o r f i nds t h a t t h e c a s h b a s i s 
d o e s n o t p r e s e n t f a i r l y t h e f i n a n c i a l 
c o n d i t i o n o r o p e r a t i n g r e s u l t s of t h e 
f u n d , h e s h o u l d r e c o m m e n d a b a s i s 
w h i c h w i l l p r o v i d e t h e d e s i r e d i n f o r ­
m a t i o n . 
I n o r d e r t o p r o v i d e u n i f o r m i t y in 
t h e r e p o r t i n g of f i n a n c i a l a c t i v i t i e s 
f o r c o m p a r a t i v e a n d o t h e r p u r p o s e s , 
i t i s r e c o m m e n d e d t h a t t h e a u d i t r e ­
p o r t b e p r e p a r e d i n a c c o r d a n c e w i t h 
t h e f o l l o w i n g o u t l i n e : 
A . T a b l e of c o n t e n t s — 
T h i s t a b l e s h o u l d p r e c e d e t h e 
b o d y of t h e r e p o r t a n d i n d i c a t e 
t h e p a g e n u m b e r s of t h e " L e t ­
t e r of T r a n s m i t t a l " a n d t i t l e a n d 
p a g e n u m b e r s of e a c h financial 
s t a t e m e n t o r s c h e d u l e . 
B . A l e t t e r of t r a n s m i t t a l — 
T h i s l e t t e r s h o u l d b e a d d r e s s e d 
t o t h e S c h o o l B o a r d of t h e d i s ­
t r i c t a n d s h o u l d c o n t a i n a t l e a s t 
t h e f o l l o w i n g i n f o r m a t i o n , p r e f ­
e r a b l y i n t h e o r d e r s h o w n : 
( 1 ) A s t a t e m e n t of t h e p e r i o d 
c o v e r e d b y t h e a u d i t . 
( 2 ) A s t a t e m e n t of t h e s c o p e 
a n d l i m i t a t i o n s of t h e a u d i t , i n ­
c l u d i n g a s t a t e m e n t a s t o w h e t h ­
e r o r n o t a n e x a m i n a t i o n h a s 
b e e n m a d e of t h e c h i l d a c c o u n t ­
i n g r e c o r d s of t h e d i s t r i c t . T h i s 
e x a m i n a t i o n w i l l u s u a l l y b e 
m a d e b y t h e c o u n t y s u p e r i n t e n d ­
e n t of s c h o o l s . 
( 3 ) A s t a t e m e n t of t h e f i n d i n g s 
i n . t h e a u d i t , i n c l u d i n g a n e x ­
p l a n a t i o n of t h e w e a k n e s s i n t h e 
a c c o u n t i n g a n d r e p o r t i n g p r o -
vi P R O G R A M F O R A U D I T O F F I N A N C I A L R E C O R D S 
c e d u r e s a n d s y s t e m of i n t e r n a l 
c o n t r o l t o g e t h e r w i t h r e c o m ­
m e n d a t i o n s i n c o n n e c t i o n t h e r e ­
w i t h , a n d a n y o t h e r s p e c i a l c o m ­
m e n t s w h i c h s h o u l d b e d i r e c t e d 
t o t h e a t t e n t i o n of t h e S c h o o l 
B o a r d . 
( 4 ) A u d i t o r ' s o p i n i o n . T h e f o r m 
of o p i n i o n w o u l d , of c o u r s e , d e ­
p e n d u p o n t h e s c o p e a n d l i m i t a ­
t i o n s of t h e a u d i t . G e n e r a l l y , 
t h i s o p i n i o n s h o u l d s t a t e w h e t h ­
e r o r n o t t h e b a l a n c e s h e e t a n d 
s u m m a r y of f u n d o p e r a t i o n s f o r 
e a c h f u n d f a i r l y p r e s e n t t h e 
financial c o n d i t i o n s a n d o p e r a ­
t i o n s r e s u l t s of t h e f u n d s i n c o n ­
f o r m i t y w i t h g e n e r a l l y a c c e p t e d 
a c c o u n t i n g p r i n c i p l e s a p p l i e d o n 
a b a s i s c o n s i s t e n t w i t h t h a t of 
t h e p r e c e d i n g y e a r . 
C. T h e financial s e c t i o n — 
T h i s s e c t i o n s h o u l d c o n t a i n a t 
l e a s t t h e f o l l o w i n g financial 
s t a t e m e n t s a n d s c h e d u l e s : 
( 1 ) A b a l a n c e s h e e t f o r e a c h 
f u n d a s of t h e c l o s e of t h e fiscal 
y e a r . 
( 2 ) A s u m m a r y of f u n d o p e r a ­
t i o n s f o r e a c h f u n d , s h o w i n g 
o p e n i n g a n d c l o s i n g f u n d b a l ­
a n c e s a n d a b r e a k d o w n of r e ­
c e i p t s a n d e x p e n d i t u r e s i n a c ­
c o r d a n c e w i t h t h e c l a s s i f i c a t i o n s 
r e q u i r e d b y t h e a c c o u n t i n g r e c ­
o r d s p r e s c r i b e d b y t h e S t a t e S u ­
p e r i n t e n d e n t of P u b l i c I n s t r u c ­
t i o n . 
( 3 ) A s u m m a r i z e d s t a t e m e n t of 
t h e r e c e i p t s , e x p e n d i t u r e s a n d 
f u n d b a l a n c e s of t h e v a r i o u s i n ­
t e r n a l a c t i v i t y a n d s t u d e n t a c ­
c o u n t s of t h e s c h o o l d i s t r i c t s . 
( 4 ) A c u r r e n t t a x s u m m a r y 
s h o w i n g a m o u n t s of t a x e s l e v i e d , 
c o l l e c t e d a n d r e t u r n e d d e l i n ­
q u e n t . T h i s s u m m a r y s h o u l d 
s h o w t h e r e q u i r e d i n f o r m a t i o n 
s e p a r a t e l y f o r e a c h t y p e of t a x 
l e v i e d ( o p e r a t i n g , d e b t s e r v i c e , 
e t c . ) . 
( 5 ) A s c h e d u l e of i n v e s t m e n t s 
s h o w i n g t h e s c h o o l f u n d w h i c h 
o w n s t h e i n v e s t m e n t s , t y p e of 
s e c u r i t i e s , d a t e s of m a t u r i t y , 
c o s t , m a t u r i t y v a l u e a n d m a r ­
k e t v a l u e . 
( 6 ) A s c h e d u l e of b o n d s a n d 
n o t e s p a y a b l e i n d i c a t i n g t h e 
p u r p o s e , d a t e s of i s s u e a n d m a ­
t u r i t y , i n t e r e s t r a t e s , a m o u n t 
of i s s u e , a m o u n t r e d e e m e d p r e ­
v i o u s l y , a m o u n t r e d e e m e d d u r ­
i n g t h e c u r r e n t a u d i t p e r i o d , 
a n d t h e b a l a n c e o u t s t a n d i n g a t 
t h e c l o s e of t h e a u d i t p e r i o d . 
I I I . C A S H O N H A N D A N D 
I N B A N K S 
R e v i e w of I n t e r n a l C o n t r o l : 
A r e b a n k a c c o u n t s i n u s e o n l y 
t h o s e a u t h o r i z e d b y t h e s c h o o l b o a r d 
a n d o n l y f o r p u r p o s e s f o r w h i c h a u ­
t h o r i z e d ? If s e p a r a t e b a n k a c c o u n t s 
a r e r e q u i r e d b y s t a t u t e o r r e g u l a t i o n 
f o r c e r t a i n a c t i v i t i e s of t h e d i s t r i c t , 
d e t e r m i n e w h e t h e r s u c h a s e g r e g a ­
t i o n h a s b e e n m a d e a n d i s b e i n g 
f o l l o w e d . If a n y a c c o u n t s e x i s t o t h e r 
t h a n t h o s e a u t h o r i z e d b y s t a t u t e o r 
b y t h e s c h o o l b o a r d , t h e y s h o u l d b e 
f u l l y e x p l a i n e d i n t h e a u d i t r e p o r t . 
D e t e r m i n e t h a t b a n k a c c o u n t s a r e 
n o t m i s u s e d t o m a k e p u r c h a s e s of 
i t e m s f o r p u r p o s e s o t h e r t h a n s c h o o l 
n e e d s . 
C a s h r e c e i p t s : 
1. W h a t a r e t h e p r i n c i p a l s o u r c e s 
of i n c o m i n g c a s h ? 
2 . W h e r e a n d h o w is i n c o m i n g c a s h 
r e c e i v e d ? 
3 . A r e p r e - n u m b e r e d r e c e i p t f o r m s 
i s s u e d a t p o i n t of o r i g i n a l c o l ­
l e c t i o n f o r a l l c a s h r e c e i v e d ? 
4. A r e p r o c e d u r e s a d e q u a t e t o i n ­
s u r e c o l l e c t i o n , r e c o r d i n g a n d d e ­
p o s i t of r e c e i p t s f r o m m i s c e l l a n e ­
o u s s o u r c e s ? 
5 . A r e a l l r e c e i p t s d e p o s i t e d i n t a c t 
d a i l y o r a t l o n g e r i n t e r v a l s o n l y 
O F M I C H I G A N S C H O O L D I S T R I C T S vii 
i n a c c o r d a n c e w i t h a u t h o r i z a t i o n 
f r o m t h e b o a r d ? 
6. A r e f a c i l i t i e s f o r p h y s i c a l p r o ­
t e c t i o n of c a s h a d e q u a t e ? 
C a s h d i s b u r s e m e n t s : 
1. W h a t k i n d of c a s h d i s b u r s e m e n t 
r e c o r d i s k e p t , a n d w h o k e e p s 
i t ? 
2 . A r e a l l c a s h d i s b u r s e m e n t s e x ­
c e p t p e t t y c a s h i t e m s m a d e b y 
c h e c k ? 
3 . A r e c h e c k s p r e - n u m b e r e d a n d 
o n p r o t e c t e d p a p e r ? 
4 . I s a c h e c k p r o t e c t o r u s e d ? 
5 . A r e v o i d e d c h e c k s d e f a c e d t o 
p r e v e n t r e - u s e a n d k e p t i n file? 
6. A r e b l a n k c h e c k s — 
( a ) K e p t i n a p l a c e s a f e f r o m 
t h e f t ? 
( b ) A c c e s s i b l e o n l y t o t h o s e 
a u t h o r i z e d t o p r e p a r e 
c h e c k s ? 
7. A r e d i s b u r s e m e n t s m a d e o n l y 
o n t h e b a s i s of a p p r o v e d v o u c h ­
e r s w i t h s u p p o r t i n g d a t a a t ­
t a c h e d ? 
8. A r e t h e s u p p o r t i n g d a t a a n d a p ­
p r o v a l s o n t h e v o u c h e r s r e ­
v i e w e d b y t h e c h e c k s i g n e r s a t 
t i m e of s i g n a t u r e ? 
9. I s a n o t a t i o n of p a y m e n t m a d e 
o n s u p p o r t i n g d a t a , i n v o i c e s , r e ­
c e i v i n g r e p o r t s , e t c . , t o p r e v e n t 
d u p l i c a t e p a y m e n t ? If s o , h o w , 
w h e n a n d b y w h o m ? 
1 0 . D o a l l v o u c h e r s , o r d e r s , a n d 
c h e c k s r e q u i r e t h e s i g n a t u r e s of 
t h e P r e s i d e n t , S e c r e t a r y a n d 
T r e a s u r e r . I f n o t , w h y i s t h i s 
c o n s i d e r e d u n n e c e s s a r y ? 
11. A r e c h e c k s e v e r s i g n e d i n b l a n k 
b y a n y o n e o r m o r e of t h e c h e c k 
s i g n e r s ? 
R e c o n c i l i a t i o n of b a n k a c c o u n t s : 
1. A r e b a n k a c c o u n t s r e c o n c i l e d 
m o n t h l y ? 
2 . A r e t h e r e c o n c i l i a t i o n s m a d e b y 
s o m e o n e o t h e r t h a n t h e p e r s o n s 
w h o p a r t i c i p a t e i n t h e r e c e i p t o r 
d i s b u r s e m e n t of c a s h o r w h o s i g n 
c h e c k s ? 
3 . W i t h r e s p e c t t o c h e c k s o u t s t a n d ­
i n g f o r a n u n d u e p e r i o d of t i m e — 
( a ) A r e s u c h c h e c k s i n v e s t i ­
g a t e d ( b y c o r r e s p o n d e n c e , 
e t c . ) ? 
( b ) I s p a y m e n t s t o p p e d a n d 
a n e n t r y m a d e r e s t o r i n g 
s u c h i t e m s t o c a s h ? 
P e t t y C a s h : 
1. A r e p e t t y c a s h d i s b u r s e m e n t s 
m a d e f r o m w o r k i n g f u n d s m a i n ­
t a i n e d o n a n i m p r e s t b a s i s ? 
2 . A r e c a s h r e c e i p t s m i n g l e d w i t h 
t h e p e t t y c a s h f u n d ? 
3 . I s r e s p o n s i b i l i t y f o r t h e f u n d 
v e s t e d i n o n l y o n e p e r s o n ? 
4. A r e p e t t y c a s h d i s b u r s e m e n t s e v ­
i d e n c e d b y s u p p o r t i n g d a t a p r o p ­
e r l y a p p r o v e d ? 
5. A r e s u p p o r t i n g d a t a f o r p e t t y 
c a s h d i s b u r s e m e n t s a d e q u a t e l y 
c h e c k e d a t t i m e of r e i m b u r s e ­
m e n t ? 
6. W h e n p e t t y c a s h f u n d i s r e i m ­
b u r s e d , i s n o t a t i o n of p a y m e n t 
m a d e o n s u p p o r t i n g d a t a t o p r e ­
v e n t d u p l i c a t e p a y m e n t ? 
7. I s t h e p e t t y c a s h b a n k a c c o u n t , 
if a n y , r e c o n c i l e d b y a n e m p l o y e e 
i n d e p e n d e n t of t h e c u s t o d i a n ? 
A u d i t P r o c e d u r e s : 
1. C o u n t a n d l i s t a l l c a s h o n h a n d 
o n d a t e a u d i t i s s t a r t e d . T h i s 
s h o u l d i n c l u d e u n d e p o s i t e d g e n ­
e r a l f u n d r e c e i p t s , c a f e t e r i a a n d 
s t u d e n t b o d y o r i n t e r n a l s c h o o l 
a c t i v i t y f u n d s a n d a n y c h a n g e o r 
r e v o l v i n g c a s h f u n d s . 
2 . R e q u e s t t h a t d e p o s i t s b e p r e ­
p a r e d f o r a l l u n d e p o s i t e d r e ­
c e i p t s a n d d e t e r m i n e t h a t t h e y 
a r e m a d e i n t a c t . 
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3. Reconcile book balances of cash 
on hand in the various accounts 
at the audit date with the cash 
counts by adding the intervening 
periods receipts to the book bal­
ance and deducting the deposits 
for the period. 
4. Confirm and reconcile all bank 
balances with book balances at 
close of period ended on the 
audit date. Verify and determine 
the propriety of all reconciling 
items. The request for confirma­
tion should also include a re­
quest that the bank report and 
direct or contingent liabilities of 
the district known to the bank. 
5. The reconciliation procedure 
should include— 
(a) Obtaining of cut-off bank 
statements directly from 
banks for a period subse­
quent to audit date to ver­
ify the reconciling items at 
audit date. 
(b) Comparison of checks with 
cashbook as to number, 
date, payee and amount. 
(c) Examination of signatures 
and endorsements. 
(d) Examination of v o i d e d 
checks. 
(e) Accounting for serial num­
bers of checks. 
(f) Comparison of dates and 
amounts of daily deposits 
as shown by the cash re­
ceipts records with the 
bank statements. 
(g) Test-check of details shown 
on authenticated duplicate 
deposit slips obtained di­
rectly from the banks 
against the corresponding 
details in the cash receipts 
records. 
6. In connection with work on dis­
bursements, examine all paid 
checks for a representative period 
and compare with cashbook for 
names, dates, signatures and en­
dorsements. Check salary pay­
ments to employees' earnings 
records. 
7. Foot cash books for a selected 
period and trace totals to ledger 
accounts. 
IV. INVESTMENTS 
Review of Internal Control: 
1. Are security transactions regu­
larly authorized by the school 
board? 
2. Are investments in the name of 
the school district? 
3. Who has custody of the invest­
ments? If held by the school of­
ficials, are they kept under ade­
quate protection, preferably in 
safe-deposit boxes? 
4. Is it necessary for more than 
one person to be present to open 
the box, and are such persons in­
dependent of record keeping? 
5. Is a record kept of each security, 
including certificate numbers? 
6. Are investments in securities in 
keeping with the regulations pre­
scribed by law for investments 
by school districts? 
7. What is the policy with respect 
to taking up interest and divi­
dends? 
8. Are investments reflected in the 
records and statements of the 
district? 
Audit Procedures: 
1. Prepare schedule of investments 
showing, by issues, amounts held 
at beginning of period, purchases, 
sales, balance at end of period 
and interest accrued and received. 
2. Verify purchases by reference to 
supporting documents and au­
thorization by school board. 
3. Verify sales by reference to 
school board authorization and 
check proceeds comparing price 
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received to market price at date 
of sale. 
4. Determine that interest on in­
vestments has been fully ac­
counted for during the period. 
5. Examine investments owned at 
end of period or obtain confirma­
tion from custodian. 
V. INVENTORIES 
Review of Internal Control: 
Except for certain internal school 
activities, such as lunch room, book 
store, etc., it is not customary for 
school districts to maintain inven­
tory accounts or formal stores rec­
ords. The following questions are 
therefore designed to test the ef­
fectiveness of the system of control 
over supplies purchased, received, is­
sued, and on hand. 
1. What physical safeguards are 
provided for supplies on hand? 
Are they the responsibility of any 
particular person or is there easy 
access to supplies without effect­
ive control or supervision? Where 
is the responsibility for purchas­
ing placed? 
2. What routine is followed for 
checking quantities, quality and 
condition of supplies received? 
3. How is the system of receiving 
coordinated with the approval of 
invoices for payment? 
4. Are approved requisitions used 
for withdrawal of supplies? 
5. Examine the inventories, giving 
particular attention to the fol­
lowing: 
a. Unnecessarily large quantities. 
b. Obsolete items. 
6. If a formal stores accounting sys­
tem is maintained: 
a. Review perpetual inventory 
records for turnover, quanti­
ties carried in relation to 
usage, relative size of and au­
thority for adjustments to 
physical inventories, valua­
tions, method of receipt and 
issue, etc. 
b. Determine the frequency of 
physical inventories and test 
a representative sample for 
quantity and pricing — com­
pare sample with perpetual in­
ventory records for items 
tested. 
VI. PROPERTY AND EQUIPMENT 
Review of Internal Control: 
Although most school districts do 
not maintain accounts or formal rec­
ords of property and equipment 
owned, there are usually memoran­
dum records for supporting insur­
ance claims in the event of loss. 
These records should be reviewed 
and the following points noted: 
1. Are the records adequate for 
supporting insurance claims in 
the event of loss? 
2. Are periodic inventories of prop­
erty taken for insurance or other 
purposes? How does latest inven­
tory compare with the property 
records? 
3. Is equipment properly identified, 
by tag or otherwise, as the prop­
erty of the district? 
4. What procedure is followed for 
reporting items sold, retired or 
abandoned? Does such procedure 
appear sufficient to insure a 
proper accounting of any pro­
ceeds from disposal of property? 
5. Are the records and procedures 
for controlling property adequate 
to disclose loss or theft if it oc­
curs? How is accountability es­
tablished? 
6. What is the practice with respect 
to carrying insurance on prop­
erty? 
7. Is title to equipment, motor ve­
hicles and school sites held in 
the name of the district? Are 
these documents kept in a safe 
place? 
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Audit Procedures: 
1. Make a physical inspection on a 
test basis, of some of the items 
of property, equipment and motor 
vehicles purchased during the 
year. 
2. The additions to property and 
equipment records should be rec­
onciled to capital outlay expend­
itures. 
3. If General Fixed Asset Fund is 
maintained, see that costs of all 
assets retired or sold have been 
removed from accounts. 
VII. BONDED DEBT 
Review of Internal Control: 
1. Do the school board minutes 
carry a resolution for bond elec­
tion? 
2. Does the publication of notice of 
bond election agree with the pur­
poses and restrictions contained 
in the school board minutes? 
3. Are the proceeds from the sale 
of bonds being used in accord­
ance with the stated purpose of 
the issue? 
4. Do all bonds run for a period of 
20 years or less and bear inter­
est at 6% or less? 
5. Are separate bank accounts and 
accounting records maintained 
for each bond issue? 
Audit Procedures: 
1. Prepare a schedule of the bonded 
debt of district showing: 
Purpose of issue 
Amount of bonds authorized 
Date of issue 
Date of maturity 
Interest rate 
Amount of bonds outstanding 
at beginning of period 
Issues during period 
Redemptions during period 
Amount of bonds outstanding 
at end of period 
*Interest accrued at beginning 
of period 
* Interest accrual during audit 
period 
Interest paid during audit 
period 
*Interest accrued at end of 
period 
2. Check amounts authorized to 
records of elections authorizing 
the issue, and approval of State 
Municipal Finance Commission. 
3. Check accounting for proceeds of 
bonds issued. 
4. Check redemption to disburse­
ment of funds and verify cancel­
lation of paid bonds and interest 
coupons. 
5. Reconcile interest accruals or in­
terest paid to recorded interest 
expense. 
6. Determine that a proper and suf­
ficient sinking fund is being 
maintained for payment of bonds 
and interest when due. 
*For districts on the accrual basis 
of accounting. 
VIII. INSURANCE AND SURETY 
BOND COVERAGE 
Review of Internal Control: 
1. Are all employees who handle 
district funds bonded? 
2. Is insurance coverage reviewed 
periodically to determine ade­
quacy and full compliance with 
coinsurance contracts? 
3. Does the comprehensive liability 
policy protect the school board 
and all employees from all lia­
bilities? 
4. Are insurance dividends, and/or 
premium refunds being recorded: 
(a) as a miscellaneous revenue 
if applicable to a prior 
year? 
(b) as an offset to the applic­
able expenditure account if 
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received in the same year 
in which expenditure was 
made? 
Audit Procedures: 
1. Prepare a schedule of surety 
bond coverage showing at least 
the following information: 
a. Name of person covered 
b. Period covered 
c. Amount of coverage 
d. Name and address of surety 
e. Premium paid in current 
year 
Review schedule and policies as 
to adequacy and completeness of 
coverage of all persons handling 
cash and/or in positions of finan­
cial trust and responsibility. 
Determine whether policies con­
tain any special provisions which 
tend to limit the liability of the 
surety. 
2. Prepare a schedule of other in­
surance coverage showing at least 
the following information. Group 
by types of insurance. 
a. Type of coverage (fire, wind­
storm, boiler, hold-up and 
burglary, public liability, 
workmen's compensation, 
etc.) 
b. Description of property cov­
ered 
c. Period covered 
d. Co-insurance percentage 
e. Amount of coverage 
f. Premium paid in current 
year-
Review schedule and policies as 
to adequacy and completeness of 
coverage, special policy provisions 
which tend to limit or restrict 
the liability of the insurer, the 
inclusion of penalties in premium 
rates which could be eliminated, 
etc. 
3. Cross-check premiums paid as 
shown on schedules to expendi­
tures analysis. 
IX. RECEIPTS 
Review of Internal Control: 
1. Are prenumbered receipt forms 
in use? Have all numbers been 
accounted for? Are all copies (in­
cluding originals) of voided re­
ceipts on file? 
2. Has the school board adopted a 
policy and rate schedule to be 
used in charging for the use of 
school facilities? 
Audit Procedures: 
1. Prepare analysis of receipts for 
each district fund by source and 
type of income, and check total 
to school district treasurer's rec­
ords. 
2. Review receipts for propriety of 
credit to each fund and for items 
which might more appropriately 
be considered abatements of ex­
pense. Make necessary adjust­
ments. 
3. Secure confirmation of district 
receipts from their source, when­
ever practicable. District re­
ceipts which may be verified by 
confirmation include the follow­
ing: 
T y p e of R e c e i p t 
P r o p e r t y T a x e s ( C u r r e n t L e v y S e t t l e m e n t ) 
P r o p e r t y T a x e s ( D e l i n q u e n t ) * 
S t a t e F u n d s ( P r i m a r y S c h o o l I n t e r e s t 
F u n d ) 
S t a t e F u n d s ( S t a t e A i d ) 
U s u a l S o u r c e of V e r i f i c a t i o n 
of P a y m e n t 
T o w n s h i p o r C i t y T r e a s u r e r 
T o w n s h i p o r C i t y T r e a s u r e r 
C o u n t y S u p e r i n t e n d e n t of S c h o o l s 
C o u n t y S u p e r i n t e n d e n t of S c h o o l s 
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State Funds (Sales Tax Diversion) 
State Funds (Other) 
Rural Agr. Schools 
Physically Handicapped Children 
Program 
Mentally Handicapped Children Program 
Visiting Teacher Program 
Vocational Education Program 
Junior or Community College Program 
Work Camp Program 
Adult Education Program 
County Normal Program 
Federal Aid 
School Lunch Program 
New Construction (Public Law #815) 
Maintenance & Operation (Public 
Law #874) 
Veteran's Institute 
Library Funds (Penal Fines) 
Gasoline Tax Funds 
Tuition Payments (from other districts) 
Transportation Payments (from other 
districts) 
Trailer Park License Fees 
County Superintendent of Schools 
Superintendent of Public Instruction 
S u p e r i n t e n d e n t of P u b l i c I n s t r u c t i o n 
S u p e r i n t e n d e n t of P u b l i c I n s t r u c t i o n 
S u p e r i n t e n d e n t of P u b l i c I n s t r u c t i o n 
S u p e r i n t e n d e n t of P u b l i c I n s t r u c t i o n 
S u p e r i n t e n d e n t of P u b l i c I n s t r u c t i o n 
S u p e r i n t e n d e n t of P u b l i c I n s t r u c t i o n 
S u p e r i n t e n d e n t of P u b l i c I n s t r u c t i o n 
S u p e r i n t e n d e n t of P u b l i c I n s t r u c t i o n 
Superintendent of Public Instruction 
U. S. Office of Education 
U. S. Office of Education 
U. S. Veteran's Administration 
County Treasurer 
Secretary of State 
Treasurer of Paying District 
Treasurer of Paying District 
County or City Treasurer 
*In some counties, county treasurer remits directly to district; in most counties, 
however, treasurer remits delinquent school taxes through the township or 
city treasurer. 
4. Determine whether proper and up-
to-date billings and collections 
have been made by the school 
district for such items as: 
a. S t a t e g a s o l i n e t a x e s p a i d b y 
d i s t r i c t t o b e r e f u n d e d . 
b . T r a n s p o r t a t i o n of c h i l d r e n 
f r o m o t h e r d i s t r i c t s . 
c. T u i t i o n f o r c h i l d r e n f r o m 
o t h e r d i s t r i c t s . 
5 . D e t e r m i n e w h e t h e r a u t h o r i z e d 
b a n k o r o t h e r l o a n s r e c e i v e d h a v e 
b e e n f u l l y a c c o u n t e d f o r . 
6. C h e c k f o r p r o p e r a c c o u n t i n g of 
a s c e r t a i n e d p r o p e r t y , e q u i p m e n t , 
and salvage sales during period 
under review. 
7. Analyze miscellaneous receipts by 
type and check the underlying 
documents such as leases, receipt 
forms, etc. Review procedures 
and controls surrounding miscel­
laneous receipts. Determine that 
revenue receipts are distinguished 
from non-revenue receipts. 
X. EXPENDITURES 
Review of Internal Control: 
1. Are purchase orders used for all 
except petty cash purchases? Do 
x i i 
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b o a r d m i n u t e s c o n t a i n a p p r o v a l 
of p u r c h a s e o r d e r s ? 
2 . A r e a l l g o o d s s i g n e d f o r a s r e ­
c e i v e d i n a m a n n e r w h i c h c e r ­
t i f i e s t h a t q u a n t i t i e s a r e c o r ­
r e c t l y s t a t e d a n d t h a t t h e m e r ­
c h a n d i s e i s i n g o o d a n d a c c e p t ­
a b l e c o n d i t i o n ? 
3 . A r e r e c e i v i n g d o c u m e n t s a t ­
t a c h e d t o a n d filed w i t h a p p l i c ­
a b l e i n v o i c e s ? 
4. A r e b i d s o b t a i n e d o n o r d e r s 
a b o v e a m i n i m u m a m o u n t f ixed 
b y t h e s t a t u t e ? 
5 . I s t h e s y s t e m a d e q u a t e t o p r e ­
v e n t d u p l i c a t e p a y m e n t of i n ­
v o i c e s ? 
6. I s t h e d i s t r i c t o b t a i n i n g e x ­
e m p t i o n f r o m p a y i n g F e d e r a l 
e x c i s e t a x e s : e .g . , t a x o n g a s o ­
l i n e , t e l e p h o n e , t i r e s , m o t o r v e ­
h i c l e s a n d r e p a i r p a r t s , l i g h t 
b u l b s , e t c . ? 
7. If g a s o l i n e is p u r c h a s e d f r o m a 
r e t a i l e r h a s t h e d i s t r i c t filed f o r 
t a x r e f u n d o r is a g o v e r n m e n t 
c r e d i t c a r d u s e d ? 
8. A r e t r a v e l e x p e n s e s p a i d i n c o n ­
f o r m i t y w i t h t h e r a t e s s e t u p b y 
t h e s c h o o l b o a r d ? 
9. D o e s t h e d i s t r i c t t a k e a d v a n t a g e 
of c a s h d i s c o u n t s ? 
10 . A r e e m p l o y m e n t c o n t r a c t s f o r ­
m a l l y a p p r o v e d i n t h e b o a r d 
m i n u t e s , s e t t i n g f o r t h t h e s a l ­
a r y a n d c o n d i t i o n s of e m p l o y ­
m e n t ? 
1 1 . I s c o m p e n s a t i o n p a i d t o b o a r d 
m e m b e r s i n a c c o r d a n c e w i t h t h e 
a m o u n t d e t e r m i n e d b y t h e 
e l e c t o r s ? 
Audit P r o c e d u r e s : 
1. S e l e c t a r e p r e s e n t a t i v e s a m p l e of 
v o u c h e r s p a i d d u r i n g t h e p e r i o d 
a n d e x a m i n e s u p p o r t i n g d o c u ­
m e n t s f o r : 
P r o p e r a u t h o r i z a t i o n s 
B i d s , w h e r e r e q u i r e d 
E v i d e n c e of r e c e i p t of 
g o o d s o r s e r v i c e s 
A r i t h m e t i c a l a c c u r a c y 
D u p l i c a t e p a y m e n t s 
D i s c o u n t s n o t t a k e n 
P a y m e n t of F e d e r a l e x c i s e 
o r s a l e s t a x e s 
G e n e r a l su f f i c i ency of d a t a 
s u p p o r t i n g v o u c h e r 
A l s o d e t e r m i n e w h e t h e r e x p e n d i ­
t u r e s a p p e a r t o b e a p r o p e r p u b ­
l ic c h a r g e t o t h e d i s t r i c t a n d if 
t h e y w e r e m a d e o n l y f o r p u r ­
p o s e s a u t h o r i z e d "by s t a t u t e , a n d 
v e r i f y t h e c o r r e c t n e s s of f u n d 
a n d a c c o u n t c l a s s i f i c a t i o n c h a r g e d . 
2. D e t e r m i n e d i s p o s i t i o n of r e ­
p l a c e d e q u i p m e n t w h e r e e x p e n d ­
i t u r e s f o r r e p l a c e m e n t of e q u i p ­
m e n t a r e m a d e . 
3. R e v i e w p a y r o l l m e t h o d s a n d p r o ­
c e d u r e s a n d v e r i f y p a y r o l l o p ­
e r a t i o n s b y a d e q u a t e t e s t s c o v ­
e r i n g p a r t i c u l a r l y : 
a. E x a m i n a t i o n of t e a c h e r s ' 
c o n t r a c t s a n d a u t h o r i z a t i o n s 
f o r o t h e r s a l a r i e s . 
b . A c c o u n t i n g f o r s i c k l e a v e 
a n d s u b s t i t u t e t e a c h e r s ' s a l ­
a r i e s . 
c. H a n d l i n g of s a l a r y d e d u c ­
t i o n s a s t o c o r r e c t n e s s a n d 
m e t h o d s e m p l o y e d . 
4 . I n v e s t i g a t e n u m b e r of e m p l o y e e s , 
s a l a r y r a t e s , e t c . , m a k i n g c o m ­
p a r i s o n w i t h p r e v i o u s y e a r . J u s ­
t i f y a n y c h a n g e s . 
5 . C o m p a r e t h e t r a n s p o r t a t i o n r e i m ­
b u r s e m e n t r e p o r t filed w i t h t h e 
S u p e r i n t e n d e n t of P u b l i c I n s t r u c ­
t i o n w i t h r e c o r d e d t r a n s p o r t a t i o n 
c o s t s f o r a c c u r a c y a n d a g r e e ­
m e n t . A r e a m o u n t s c l a i m e d i n 
a c c o r d a n c e w i t h a c t u a l c o s t s ? 
N o t e e s p e c i a l l y a m o u n t s c l a i m e d 
f o r b u s d e p r e c i a t i o n i n r e l a t i o n 
t o a c t u a l c o s t of b u s e s . 
6. R e v i e w e x p e n d i t u r e s f o r m a j o r 
c o n s t r u c t i o n i n c l u d i n g b i d s , c o n ­
t r a c t s , p r o g r e s s p a y m e n t s , c h a n g e 
o r d e r s , e t c . 
xiv PROGRAM FOR AUDIT OF FINANCIAL RECORDS 
7. Review procedures used in prep­
aration of all reimbursement 
claims and reports filed with the 
State Department and test check 
the amounts in the reports to the 
records for purposes of deter­
mining the propriety of the claim. 
XI. INTERNAL SCHOOL 
ACTIVITIES 
Some of the more common inter­
nal school activities which are usu­
ally handled through separate ac­
counts (not under the direct control 
of the district officers) are as fol­
lows: 
School Lunch Programs 
Athletic Activities 
Adult Education Programs 
Veterans' Training Programs 
Future Farmers of America 
Student Class Accounts 
Book Sales and Rentals 
Dental and Health Programs 
School Farm Operations 
It will probably be necessary for 
the State Superintendent of Public 
Instruction to develop, and require 
compliance with, a definite account­
ing and reporting procedure for such 
internal school programs and activ­
ities before a complete audit program 
for such accounts can be established. 
In general, the same or similar audit 
procedures should be followed in 
the examination of such accounts as 
those outlined and explained for the 
auditing of the regular school dis­
trict activities. 
In addition to the usual verifica­
tions of cash and bank balances, par­
ticular attention is directed to the 
following points to be covered in the 
examination of internal school proj­
ect and activity accounts: 
1. The adequacy of the accounting 
system and procedures in use. 
2. The system of internal control. 
Are the duties of collection, ac­
counting, depositing, disburse­
ment, and reporting divided 
among several persons, or is one 
person so completely in control 
of most or all processes as to 
indicate a lack of satisfactory 
internal check or control? Con­
firm balances belonging to vari­
ous organizations with the treas­
urer or other officers of the or­
ganization. 
3. Is a control account maintained 
for all accounts involved? 
4. Is there a systematic system of 
filing and preservation of docu­
ments and records? 
5. Are deposits made in amounts 
equal to revenues for the period 
covered by the deposit? 
6. Are all disbursements made by 
check? If not, why not? 
7. Are receipt forms in use Pre­
numbered with all numbers fully 
accounted for? 
8. Are some internal accounts 
overdrawn? Which ones? What 
are the causes of the overdrafts? 
Are the overdrafts written off 
from district funds? 
9. Are any loans made to teach­
ers or school officials from these 
accounts? 
10. Verify the completeness of re­
corded receipts by reconciliation 
to student body cards issued, 
athletic, meal, or other tickets 
sold, purchases of items for re­
sale, and other appropriate 
means for each source of rev­
enue. Are cards and tickets sold 
Prenumbered so that account­
ability by numbers can be ac­
complished? 
11. Has a definite policy been es­
tablished regarding the account­
ing for and disposition of ac­
count balances remaining when 
the activity or class involved 
becomes inactive? 
O F M I C H I G A N S C H O O L D I S T R I C T S x v 
1 2 . P e r i o d i c r e p o r t s o n t h e s c h o o l 
l u n c h p r o g r a m m u s t b e m a d e t o 
t h e S t a t e S u p e r i n t e n d e n t of 
P u b l i c I n s t r u c t i o n ; s i n c e t h e s e 
r e p o r t s a r e t h e b a s i s of r e i m ­
b u r s e m e n t s u n d e r t h e n a t i o n a l 
s c h o o l l u n c h p r o g r a m , c h e c k a 
su f f i c i en t n u m b e r of t h e s e r e ­
p o r t s t o t h e r e c o r d s t o d e t e r ­
m i n e t h e i r r e l i a b i l i t y . If o t h e r 
i n t e r n a l a c t i v i t y r e p o r t s a r e r e ­
q u i r e d a n d / o r m a d e , c h e c k t h e m 
t o t h e r e c o r d s t o d e t e r m i n e 
t h e i r a c c u r a c y . 
1 3 . D e t e r m i n e t h e e f f e c t i v e n e s s of 
p h y s i c a l s a f e g u a r d s o v e r t h e 
s t o r a g e a n d i s s u a n c e of s u p ­
p l i e s . 
1 4 . I s c r e d i t g r a n t e d t o t e a c h e r s o r 
o t h e r s i n c o n n e c t i o n w i t h t h e 
s c h o o l l u n c h o r o t h e r p r o g r a m s ? 
I s t h e r e a d e f i n i t e l y e s t a b l i s h e d 
p o l i c y i n t h i s r e s p e c t ? 
1 5 . R e v i e w t h e r e c e i p t s a n d d i s ­
b u r s e m e n t s i n t h e v a r i o u s a c ­
c o u n t s t o d e t e r m i n e t h e p r o p r i ­
e t y of t h e c r e d i t s a n d c h a r g e s 
t o e a c h a c c o u n t . 
1 6 . M a k e a t l e a s t a t e s t e x a m i n a ­
t i o n of a r e p r e s e n t a t i v e s a m p l e 
of c h e c k s t o t h e r e c o r d s ; e x a m ­
i n e s u p p o r t i n g d o c u m e n t s ; c h e c k 
a r i t h m e t i c a l a c c u r a c y , l e g a l i t y 
a n d p r o p r i e t y , a n d w a t c h f o r 
d u p l i c a t e p a y m e n t s . 
1 7 . P r e p a r e a s t a t e m e n t of r e c e i p t s , 
e x p e n d i t u r e s , a n d b a l a n c e s f o r 
t h e p e r i o d u n d e r r e v i e w . 
